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QUESTION 1 
Light-year Creations Pty Ltd has been carrying on the business of designing and 


manufacturing toys for many years. In 2010, it appointed Barbie as managing director on a 


st st 


contract for a period of three years from 1” January 2010 to 1°’ January 2013. The contract 
stipulated that Barbie was restricted from borrowing more than $10,000 on behalf of the 


company. 


After 1°‘ January 2013, Barbie was not formally reappointed but continued to carry out the 
duties of managing director. No new document of appointment was lodged with ASIC. 


Light-year Creations Pty Ltd had banked with Noddy Bank for many years. On 1*' November 
2015, Barbie went to Noddy Bank and asked to borrow $200,000 on behalf of Light-year 
Creations Pty Ltd. Barbie told the bank the money was needed to buy an ostrich farm in 


Namibia, which would give the company substantial tax benefits. 


Barbie executed the loan on behalf of Light-year Creations Pty Ltd. The bank advanced the 
money by a cheque payment to Light-year Creations Pty Ltd. Barbie misappropriated this 
money by diverting it into a similarly named account at another bank. She had a gambling 
addiction and lost all the loan funds on an ill-advised Melbourne Cup tip. 


With reference to legal authority, advise Light-year Creations Pty Ltd as to its liability. 
Is it bound under the loan contract? 


QUESTION 2 


Miriam runs a successful coffee shop in Armidale, NSW as a sole trader. Her customer base 
is broadening, because she manages the business well and her customers like her 
personable style. Her income is rising, as is her tax, but she wants to expand her business. 
One of her customers tells her that she could incorporate as it would limit her liability and 


allow her to bring in other investors. 


Miriam comes to you for advice. She wants to know if this is true and, if so, what it 
would mean if she did incorporate, and what the advantages and disadvantages are of 
doing so. 
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QUESTION 3 


Marc Antony is a director of Romevale Accommodation Ltd (RAL), an unlisted company that 
provides accommodation services to miners in the town of Romevale. He is also the director 


of Top Notch Construction Pty Ltd (TNC), a construction company. 


Marc Antony convinces the board of RAL that the company could improve its position by 
renovating and expanding its current accommodation complexes into a nearby wetland, and 
indeed it is reasonable to assume such a development would improve the company’s 
position given the recent discovery of a valuable mineral deposit in the Romevale area. 
However, the expansion program would require approval from the local government — the 


Romevale Shire Council. 


Marc Antony obtains plans and a written quote for the expansion works from TNC for $2 
million. He obtains quotes from other companies which far exceed the quote from TNC, 


because the quote from TNC is well below the cost of the project. 


The directors of RAL are convinced as a result of Marc Antony’s representations that the 
application will be approved by the Romevale Shire Council, and they sign a contract with 
TNC. The terms of the contract with TNC require an advance payment of $500,000. TNC 
commences building prior to council approval and demands a progress payment of a further 
$500,000, which is duly paid. 


Romevale Shire Council does not grant approval because the site is environmentally 
sensitive. TNC has an issued capital of $2.50 and no capacity to complete the project. The 
advance payments have been used to pay other debts of TNC and the work done at the site 
was minor demolition. RAL has now paid $1 million to TNC, has partly demolished one of its 
buildings, and no council approval for construction has been granted. TNC is being wound 
up. 

The directors of RAL seek your advice about any action they may take against Marc 


Antony. Advise them with reference to legal authority. 
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QUESTION 4 


Richard Turpin is the managing director and sole director of Seedlings Are Us Pty Ltd, a 
major player in the garden seedling distribution market. In order to obtain ideas about 
improving his business, Richard takes a four percent strategic shareholding in his 
competitors, including Cabbage Patch Ltd (CPL). Richard’s four percent shareholding gives 
him the ability to obtain a position as a non-executive director of CPL. This enables Richard 
to gain information about CPL’s strategic forward planning, including their plans to 
streamline commercial distribution. This gives Seedlings Are Us Pty Ltd a significant 


commercial advantage. 


CPL is concerned that Richard, as one of its directors and shareholders, is actively 
competing against the company. To prevent Richard from obtaining sensitive commercial 
information, the other directors propose significant amendments to CPL’s constitution. One 
of the changes in the proposed amendments requires all shares issued or transferred to 
directors in the last six months to be acquired by the company for ‘fair compensation’. Only 
Richard has received shares in the last six months. 


Richard is outraged at the proposed changes and calls it highway robbery. However, the 
vote at the general meeting of CPL’s members obtains 96 per cent approval for the 


resolutions (Richard was the only shareholder to vote against the resolutions). 


Richard seeks your advice concerning his rights in the situation. Advise him with 
reference to legal authority. 


QUESTION 5 


Muddledcorp Ltd is an insolvent company. Mr Maginnis Magee is a third party with rights 
over property used by Muddledcorp. Maginnis asks your advice on which course of action — 
receivership, voluntary administration or winding-up — would result in the best outcome for 


him. 


Provide your advice with reference to legal authority. 
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